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Resources of the Free World 
Surveyed in Report 


By LLOYD W. STAPLES 
Professor of Geology, University of Oregon 
Under the title Resources for Freedom there was pub- 
lished in June 1952 a five-volume study prepared by the 
President’s Materials Policy Commission. It might be ex- 
pected that the appearance of this would occasion no more 
interest than the average document destined to be buried 
in the Washington archives. That this study is different is 
suggested by the fact that recently, at a meeting of over 
6,000 mineral-industry representative in Denver, a full day 
was allotted to discussion of the report and formulation of 
resolutions pertaining to it. What is 
the history of this report, its aims, 
and its value? Obviously any de- 
tailed critical analysis of the ma- 
terial contained in its million words 
is not possible in this short review, 
but a broad general picture can be 
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Report. By Lloyd W. Staples. 


Role of Gold in Present U.S. 


Economy Outlined 
By E. C. ROBBINS, JR. 


Instructor in Economics, University of Oregon 

With the return of the Republicans to power in Washing- 
ton, there has been a renewed interest in the possibility of 
the United States returning to a full gold standard. While 
there has been considerable talk concerning the desirability 
of this for a goal, no definite program has been proposed 
and it is difficult to imagine such a development in the im- 
mediate future. 

Meanwhile it may be well to refresh our minds on the 
role of gold in our present economy. We will then be better 
able to judge the effects of any 
changes in policy that may be pro- 
posed in the future. If these changes 
are similar to those suggested in 
the past, many will have only token 
effects and some will bring results 
diametrically opposite to those 
claimed by their proponents. 


resented. 
@ In January i951, President Tru- 
an appointed the President’s Ma- 


terials Policy Commission consist- 
ing of five members. The chairman 
of the commission was William S. 
Paley of the Columbia Broadcast- 
ing System; although the report is 


Role of Gold in Present U.S. Economy 
Outlined. By E. C. Robbins. 


United States Consumer Price Index Ex- 
plained. 


Portland Food Prices—January 1953. 
Current Business Trends in Oregon. 


ry a a ASS ‘SN Anas 


Our present policy can be stated 
in a deceptively simple manner. 
The United States Treasury stands 
ready to buy for $35 an ounce all 
gold mined since January 1934, 
and to sell gold for $35 an ounce 
to foreign governments and domes- 


properly titled Resources for Free- 
dom, it is more popularly known 
as the “Paley Report.” The President assigned the commis- 
sion the task of studying the nation’s long-range materials 
problem, rather than any consideration of present defense 
needs. He optimistically hoped the commission could com- 
plete the report in from six to nine months; but, had he 
anticipated the encyclopaedic nature of the report, he 
doubtless would have been pleasantly surprised to receive 
it in less than a year and a half, the time it actually took to 
prepare it. The completed report is now available from the 
Superintendent of Documents, U. S. Government Printing 
Office, Washington 25, D.C., at a price of $6.25 for the 
five volumes. 

The commission was aided in its work by a technical 
staff of over one hundred specialists; the President also 
placed at its disposal the help of Federal agencies, many 
of which were called upon for considerable assistance. In 
addition, some twenty universities assisted in the study, 
together with a great many leaders from private industry. 
The resulting report is divided into the following volumes: 

Foundations for Growth and Security; II. The Outlook 
or Key Commodities; II]. The Outlook for Energy 
Sources; IV. The Promise of Technology; V. Selected Re- 


ports to the Commission. The recommendations of the com- 


(Continued on page 4) 


tic and industrial users. While 
reasonably accurate, this descrip- 
tion of our policy omits any explanation of the effect on the 
supply of money of changes in our gold stock. This effect 
is quite complicated and cannot be predicated with any- 
where near complete accuracy. However, the important ’ 
factors which bear upon the problem can be described. 
When the Treasury buys gold either domestically mined 
or imported, it pays for it with a check on the Treasury 
balance with the Federal Reserve System. These balances 
come primarily from tax receipts and the sale of govern- 
ment securities. When it has bought the gold, though, the 
Treasury can replenish its checking account by selling 
gold certificates to the Federal Reserve System to the ex- 
tent of $35 for every ounce of gold purchased. The Federal 
Reserve System will thus create deposits for the Treasury 
whenever the latter creates gold certificates. The Treasury 
can also replenish its balance by selling securities, or it can 
operate on a smaller cash balance. The latter is unlikely. 
During 1937-38, however, the Treasury sold securities 
rather than gold certificates. This is called sterilizing the 
gold; the Treasury borrowed the money with which to 
buy it rather than have the Federal Reserve System create 
it. The theory is that, if the Treasury sells securities and 
borrows the money, someone else’s deposits will decrease 


(Continued on page 2) 
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Role of Gold in Present U.S. 
Economy Outlined 


(Continued from page 1) 


when he buys the securities. But this is not necessarily true, 
since the securities may eventually come into the hands of 
the banking system, and, if they end up in the possession 
of the Federal Reserve System, exactly the same deposit 
creation will take place as if the gold certificates were sold 
to the Federal Reserve by the Treasury. 

Since the Treasury may desterilize the gold at any time, 
it is clear that part of the control over the supply of money 
rests with the Treasury rather than the Federal Reserve 
System. The Treasury may decide that it needs funds, and 
issue gold certificates against gold previously sterilized, at 
the very time that the Federal Reserve System is trying to 
contract the supply of money. This is one of the problems 
that arise in a society which places control of the money 
supply in the hands of more than one agency. 

Let us assume that the Treasury buys $1,000 worth of 
gold, and issues gold certificates to the full amount of the 
purchase. This has been the case except for a brief period 
in 1937-38. The Federal Reserve System will find that it 
has $1,000 more in assets (gold certificates) and $1,000 
more in liabilities (demand deposits). Current laws require 
the Federal Reserve to maintain an amount of assets in the 
form of gold certificates equal to 25 per cent of its liabili- 
ties in the form of demand deposits and Federal Reserve 
notes. The System thus finds that it has increased its gold- 
certificate reserves sufficiently to create up to $3,000 more 
in demand deposits or notes. We should remember that the 
System does not have to expand this much, but it may le- 
gally do so. 

Any increase in the demand liabilities (i.e., demand de- 
posits or Federal Reserve notes) of the Federal Reserve 
System tends to increase the money supply. Let us follow 
the $1,000 created when the Treasury printed gold certi- 
ficates and sold them to the Federal Reserve System. Since 
this merely replaced the amount spent to purchase the 
gold, leaving the Treasury balance the same as it was before 
the transaction, it is not of immediate interest to us. How- 
ever, the $1,000 check paid to the gold seller increases the 
amount of money held by the public, and this is important. 
The check will probably be deposited at a commercial bank, 
the bank in effect purchasing the check by giving the de- 
positor a checking account. The bank now owns a Treasury 
check giving it a claim against the Federal Reserve System 
of $1,000. When the check reaches a Federal Reserve 
Bank, the account of the Treasury will be reduced and the 
account of the commercial bank will be increased by 


$1,000. 
2 


While the commercial bank has increased its assets (.e., 
claims against the Federal Reserve System) and its liabili- 
ties (i.e., checking accounts owned by depositors) by the 
same amount, the form that the increase in assets has taken 
permits further expansion. Claims against the Federal Pa 
serve System are legal reserves when owned by the corn 
mercial banking system, and at the present time these re- 
serves need only average about 20 per cent of the demand- 
deposit liabilities of commercial banks. Thus the commer- 
cial banking system can create up to $5,000 in demand 
deposits (i.e., money) if its reserves are increased by 
$1,000. 

If we add the possible expansion of the Federal Reserve 
System to the possible expansion of the commercial bank- 
ing system, we find the following picture. Given $1,000 
additional in gold certificates, the Federal Reserve System 
can create up to $4,000 in demand deposits. Given $4,000 
additional in demand deposits with the Federal Reserve 
System, the commercial banking system can create up to 
$20,000 in demand deposits owned by the public. 

It is, of course, probable that the public will not desire to 
accept all of this increase in money in the form of demand 
deposits. The two most popular alternatives are currency 
and savings accounts. Because of the way we have written 
our laws, any decision on the part of the public to increase 
its holdings of these two items will result in a decrease in 
the potential supply of money. 

Thus the purchase of $1,000 worth of gold by the Treas- 
ury may leave the money supply unchanged or it may in- 
crease the money supply by approximately $20,000, but 
the actual result will probably lie between these extremes. 
The result will be affected by actions taken by the Treasury, 
the Federal Reserve System, the commercial banks, and t 
public. It will, however, almost certainly be inflationary, 
since the supply of money will probably be increased. 

We are now prepared to answer the question: Who pays 
for the gold bought by the Treasury? From the standpoint 
of the Treasury the gold seems to pay for itself, and one 
Secretary of the Treasury argued in this fashion at a Con- 
gressional inquiry. Our analysis shows that this is only an 
apparent truth. We all pay for the gold through higher 
prices. The gold miner has the new money created, and he 
is able to enter the market and bid up the price of goods 
that the rest of the public could otherwise purchase. We 
pay for the gold through being able to purchase fewer 
goods just as much as though we were taxed. 

Our analysis also shows the fallacy in the argument of 
a group of California gold miners who have been cam- 
paigning to raise the price of gold to $120 an ounce. They 
claim that the government should use $89 of this to pay off 
the national debt, and that this is the only way to pay off the 
debt in a noninflationary manner. Since to pay a debt of 
$250 billion in this manner would require the creation of 
$250 billion of new money, it is difficult to see why this 
should be called noninflationary. This action would triple 
the present supply of money in the United States. The gold 
miners do not emphasize the fact that their program would 
increase the pay to gold producers from $35 to $40 an 
ounce (the difference between $80 and $120). 

Regardless of the merits of this proposal, should tk» 
price of gold be increased? | suppose we should first rane,» 
the question. Who would benefit? Certainly gold producers 
in the United States would benefit. They point out that 
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there has been no increase in the price of their product 
since 1932, while the general price level has increased 
considerably. They do not always point out that they re- 

-eived a substantial price increase in 1932 when the prices 
@ other products were declining. If we measure price 

creases from 1929, gold prices do not seem much out of 
line. Furthermore, one of the most valuable qualities of 
gold prices to producers is that they do not decrease during 
times of depression. A stable selling price eliminates many 
of the problems which worry most businessmen. 

In addition to domestic producers, foreign gold produc- 
ers would benefit from an increase in the price of gold. 
Both South Africa and Canada produce more gold than we 
do—the former more than five times and the latter more 
than twice. Australia has about one-half our production. 
It is quite evident that the British Empire would profit from 
an increase in the price of gold. The effect would be the 
same as an increase in the subsidy paid to the countries of 
the sterling area; we cannot blame them if they look hope- 
fully for such a change in United States policy. It may well 
be that those who wish to increase our aid to this part of the 
world will believe that it will be easier to convince Congress 
to increase the price of gold than to increase the amount of 
direct aid. 


What about Soviet Russia? Unfortunately, the question 
cannot be answered. We have no direct figures on gold 
production or gold holdings from the countries behind the 
iron curtain. Estimates of Russian production for 1938 are 
above the current production in the United States. The 
flooding of the United States market with Russian gold 
is not out of the question, but there has been no evidence 

f it to date. 


Having seen who would benefit, we might ask ourselves 
whether we need more gold. Again omitting the countries 
behind the iron curtain, the total amount of gold owned 
by central banks and national treasuries is estimated at 
about $36 billion. Of this total, the United States has at 
present just under $24 billion, or almost two-thirds of the 
world’s supply of monetary gold. In addition, foreign gov- 
ernments and international agencies are storing slightly 
over $5 billion of gold with the Federal Reserve Bank of 
New York. This “earmarked” gold is available for sale 
to the United States on short notice, or may be transferred 
among the countries maintaining such stocks for a small 
charge. Do we need more gold to back our present stock 
of money? Legally, no. Using the present 25 per cent re- 
serve requirement of gold certificates, we have almost 
twice as much gold as the law requires. Besides, if the shoe 
begins to pinch, we can do as we did in 1945 and reduce 
the legal reserve requirement. This also means that raising 
the legal reserve requirement for the Federal Reserve Sys- 
tem to 40 per cent, as some senators have suggested, would 
not necessarily force any contraction in the money supply. 
Furthermore, the Federal Reserve System needs consider- 
able leeway if it is expected to offset deflationary tendencies 
of the magnitude we experienced in the 1930s. In any event, 
the evidence seems clear that we do not need more gold. 
If anything, we have too much; and some students of in- 
ternational trade argue that a redistribution of gold from 
@: United States to other countries will be necessary be- 

re full and free world trade is possible. 


What then are the arguments for a higher price for gold? 
Apart from the understandable wish for a higher income. 
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gold producers point out that on the black-market gold 
is selling for more than $35 an ounce. This is true, but the 
fact must be interpreted carefully. Gold has long been the 
most popular substance for hoarding, and inhabitants of 
those countries which fear substantial inflation try to hoard 
gold. Most of the leading countries of the world, through 
the International Monetary Fund, have attempted to dis- 
courage hoarding of gold, in order that the central banks 
and treasuries might have all the gold not required by in- 
dustry. In the United States, for example, we passed laws 
to make hoarding of gold illegal. (This, it might be noted 
in passing, is exactly the opposite theory from that followed 
by the Bank of England during the height of the gold stand- 
ard during the last century; then the Bank of England tried 
to prevent hoarding by offering to provide gold in exchange 
for paper money any time a person desired. They argued 
that, if it was freely available, private persons would prefer 
to let the government go to the expense of storing it. ) 

Following our lead, many countries have tried to make 
private hoarding of gold illegal. The result has been black 
markets in various parts of the world where the govern- 
ments are weak or just do not care: Tangier, Mexico City, 
Hong Kong, etc. Prices on these markets reached about $80 
an ounce at times in the postwar period; but, since the de- 
mand was for hoarding, the United States refused to sell on 
these markets. The same is true of most central banks and 
treasuries. The lure was, however, too much for South Afri- 
ca where regulations were interpreted to permit sale of part 
of the annual output in the black market. But it was soon 
discovered that any considerable portion of South African 
production could force the price down to the monetary 
price of $35 an ounce, and South Africa had to carefully 
ration that part of her output going to the black market 
in order not to kill the goose that was laying this golden 
egg. The black-market price is now apparently about $40 
an ounce, and would soon drop further if the holdings of 
the United States Treasury were offered in this market. 
The argument that $35 an ounce is below the “free market” 
price depends for its accuracy on the assumption that the 
United States Treasury will continue to hoard two-thirds of 
the world’s stock of monetary gold, and that it or other 
treasuries will continue to buy a substantial part of each 
year’s output: “> =~ 

The argument that gold producers have not had a price 
increase since 1932 has been discussed above in relation 
to domestic producers. The argument is even less sound 
in regard to foreign producers. Every time a country de- 
values in relation to the United States dollar, this amounts 
to a domestic increase in the price of gold. For example, 
a devaluation of the South African pound means that, 
although an ounce of gold still sells for $35 United States 
dollars, these dollars will buy more South African pounds. 
Since the costs and profits of South African producers are 
calculated in South African pounds, this means a real in- 
crease in price to them. In addition, some countries have 
offered subsidies to gold miners (e.g., Canada) and some 
have permitted the sale of part of the output on the black 
market (e.g., South Africa). In fairness it should be noted 
that the subsidy arrangement is hardly open to South Af- 
rica, since most of the government revenue comes from the 
taxation of gold production. 


Undoubtedly during the coming months we will hear 
many proposals for a return to something called a gold 
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standard. It is not the purpose of this article to prejudge 
the case either for or against such programs, but merely to 
suggest that each stand on its own merits on the basis of its 
effects on our and the world’s economy. 





Resources of the Free World 
Surveyed in Report 
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mission are placed, not at the end of the last volume as 
might be expected, but in the first volume where the whole 
problem of materials is summarized. This makes the first 
the key volume to the whole report. Vol. II is probably 
the most valuable to people interested in detailed studies 
of each of the key commodities; it undoubtedly will find 
use as a reference book in many college courses, as well 
as in the country’s business offices. Vol. III is of special 
interest for its studies of electrical energy, oil, gas, and 
coal. Vol. IV not only discusses the technology of such 
interesting metals as titanium and zirconium but also con- 
siders forest-products technology, the resources of the 
oceans, and building-industry technology, to mention only 
a few subjects. The last volume contains many of the in- 
dividual reports, such as those on taxation and exploration, 
on which the commission’s recommendations were based. 

As a foundation for the report certain basic and impor- 
tant assumptions had to be postulated. First, as the report 
was to be long range in character, the optimum length of 
the period to be considered had to be determined. It was 
decided that about twenty-five years would be a satisfac- 
tory period, contrasting 1950 with 1975 or, if not that 
specific, at least with the decade 1970-1980. The twenty-five 
year period was considered long enough so that the pres- 
ent defense-production problems would less seriously affect 
the study than if a shorter period were used. On the other 
hand, it was thought that the period was sufficiently short 
so that most of the technological advances having an im- 
portant bearing in production might be generally pre- 
dicted. Many critics of the report do not agree with this 
latter premise, and think that it is impossible to predict 
technological advances that far ahead with a sufficient 
degree of accuracy to be of any value. 

A second and very important point is that the commis- 
sion assumes a policy of lowest-cost acquisition of materials 
wherever secure supplies may be found within the free 
nations of the world. The major premise of the report is 
stated: “The overall objective of a national materials policy 
for the United States should be to insure an adequate and 
dependable flow of materials at the lowest cost consistent 
with national security and with the welfare of friendly 
nations.” The last phrase should be especially noted. The 
whole report is predicated upon total welfare for all the 
free nations; isolationism and self-sufficiency are com- 
pletely eliminated from consideration. 

A third assumption is that no major war will involve the 
United States during the twenty-five-year period. If a ma- 
jor war does occur, many of the long-range forecasts will 
probably be invalidated. However, even given the convic- 
tion, held by many authorities, that a serious war is in- 
evitable during the period of projection, it seems very 
worth while to lay a blue print for the future on the basis 
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of normal peacetime activity. It might also be pointed out 
that the report renders a valuable service in emphasizing 
the peacetime scarcity of some materials and in outlining 
the procurement problems in case of war. 

The commission deserves credit for putting teeth into t¥ 
studies by making definite recommendations. These aie ’ 
made with no hedging and are clear and concise. However, 
in studying the report, one should be careful to observe the 
distinction in degree of conviction between what the com- 
mission “believes,” “concludes,” and “recommends.” In 
some cases, where there was not complete agreement or 
lack of adequate data, the word “believes” is used. In other 
cases conclusions were drawn, but the commission did not 
feel it wanted to make any definite recommendations, so 
the term “concludes” is used. Only when it went all out 
for some plan does it “recommend.” 

There is probably no quicker way to understand and 
evaluate the report than to analyze some of its recommen- 
dations. Those chosen for discussion below are not neces- 
sarily the most important but they show the a eimeneaeis 
nature of the report. 


Stockpiling. In Vol. V, Report 17 summarizes the stock- 
piling program to date. Security factors have prevented the 
release of definite information on stockpile, and some 
suppliers of key materials have expressed doubt as to the 
validity of the few figures released. The commission rec- 
ommends that stockpiling be made a permanent part of our 
national policy, and that there be further study of the 
vulnerability of domestic production concentrations, espe- 
cially to air attack. These and similar recommendations 
have been generally accepted without opposition, in con- 
trast to reaction to the recommendation that the “Buy 
American” provisions in the present stockpile act should | 
repealed. In another part of the report (Vol. I, Chap. 14) 
it is recommended that all “Buy American” laws be 
changed. In regard to stockpiling, domestic producers 
claim that mines of key materials often need assistance, or 
at least tariff protection, to stay open, and that the security 
of the country demands that they be kept open. The com- 
mission agrees that it is necessary to have the key materials 
available at all times but believes that aid should be in the 
form of subsidies or price premiums. 


Market Stability. The problem of decreasing market in- 
stability raises issues which are undoubtedly the most de- 
batable in the report. The commission believes any policy 
for stabilizing key materials on only a national scale is in- 
effective and undesirable. They prefer multilateral-contract 
types of agreements and international buffer stocks which 
act like a reservoir to stabilize inventories. When prices fall 
and demand is low there would be international buying, 
and selling would take place under the opposite circum- 
stances. In case of some materials there would be quota 
provisions, for others which are likely to be in increasing 
demand there would be no quota agreements. In all fairness 
to the commission it must be noted that it recognizes “the 
extreme difficulties of establishing and operating satisfac- 
tory international materials agreements.” One wonders 
how an international control would work out if the United 
States must assume leadership in it, considering the fact 
that we have been very ineffective in properly operatin 
our domestic stockpile. 


Government Control. One of the three fundamental prem- 
ises held by the commission is that private enterprise is the 
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efficacious way of performing industrial tasks. The com- 
mission “believes in a minimum of interference with these 
patterns of private enterprise.” Yet, in spite of the an- 
ouncement of this as a basic concept, there is very little 
‘herence to it. The commission recommends that the De- 
artment of the Interior “strengthen its program analysis 
staffs and intensify its fact gathering and analytical ac- 
tivities ... ,” that there be a change in the mining laws re- 
quiring recording in the Department of the Interior, that 
legislation be enacted establishing a system of financial 
assistance to small mining operations, that Federal forest 
research expenditures by the Department of Agriculture 
be doubled through use of an additional $5 million an- 
nually, that a national system of forest credit be set up 
within the framework of the Farm Credit Administration, 
that a successor agency be established whenever the Defense 
Materials Procurement Agency is dissolved, that the Feder- 
al government give financial assistance to any qualified 
private companies that will undertake the production of 
oil from shale. These are only a few of the recommenda- 
tions; but it must be apparent to any student of the report 
that the commission feels that increasing, not decreasing, 
Federal activity and centralized control is desirable during 
the next twenty-five years. It was probably this phase of 
the report which led one of the reviewers to remark, “The 
President’s Materials Policy Commission has apparently 
been unable to avoid the pitfalls of Washington Bureauc- 
racy’; a more charitable reviewer stated that the report 
has an “objectivity unexpected considering its origin.”* 


There is not space here to discuss in detail many of the 
commission’s other recommendations, which run from de- 

lopment of the St. Lawrence Seaway to details concern- 
rng the operation of the Federal Housing Administration, 
and from studies on the use of solar energy to the removal 
of tax handicaps on investments abroad. These conclusions 
and recommendations will no doubt be studied and de- 
hated for years to come, and it is not likely that any general 
agreement will be reached on them. 

Because so little time has elapsed since the report was 
published, and because of the large amount of material in 
it, there has not been time to determine the reception it 
will have from various groups in the country. However, the 
American Mining Congress at its 1952 meeting in Denver 
adopted a set of resolutions concerning the report which 
it might be worth summarizing, for two reasons. First, it 
provides a list of some of the more debatable recommen- 
dations of the report, and, second, it clearly demonstrates 
the ever-broadening gap between domestic industrialists 
and the long-range planners who would lean heavily on 
government aid and controls. 

These resolutions indicate that the American Mining 
Congress, in contrast to the commission, believes: the 
mining laws should not be revised to introduce a leasing 
system for metal miners or abolish extralateral rights; 
American taxpayers’ funds should not be used to explore 
private lands in foreign countries; a Defense Materials 
Procurement Agency should not be established as a per- 
manent instrumentality of the government; successor gov- 

rnment agencies should not be established when the pres- 
@: emergency agencies are dissolved; legislation should 
ot be enacted to furnish government loans for foreign 








| Engineering and Mining Journal, Sept. 1952, pp. 94, 95. 
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mineral enterprises, coupled with authorization for gov- 
ernment to enter into management contracts; permanent 
legislation should not be enacted authorizing the unilateral 
elimination of import duties by the executive branch wher- 
ever the United States is substantially dependent on im- 
ports of metals or minerals; the “Buy-American Act of 
1933” should not be repealed. 

Not all of the resolutions were opposed to the report. 
The commission is commended for (1) recommending ac- 
celeration of topographic and geologic mapping of the 
United States and Alaska, (2) recognizing the principle of 
percentage depletion for metals and minerals, (3) advo- 
cating removal of the present limitations on the expensing 
of exploration costs applicable to minerals, (4) apprecia- 
ting the necessity of encouraging the participation of Amer- 
ican capital in the exploration and development of foreign 
mineral resources, (5) recommending that the well-being 
of small mining enterprises and prospectors be promoted. 

In conclusion it may be pointed out that, regardless of 
one’s pleasure or dissatisfaction with the recommendations 
of the report, it stands as a monument of well-compiled 
information and data, beautifully illustrated with attrac- 
tive graphs and charts. Its encyclopaedic nature makes it 
invaluable for anyone interested in material resources, 
national policies of supply and conservation, and projec- 
tions of supply and consumption trends for the next twen- 
ty-five years. 





United States Consumer Price 
Index Explained 


|Epiror’s Note: The Consumer Price Index has been 
revised effective January 1953. Because of the wide inter- 
est in this index, the following explanation prepared by 
the Bureau of Labor Statistics is timely. An important 
segment of the Consumer Price Index relates to foods. 
Changes in the prices of the covered foods in Portland are 
shown on page 7. | 


The Consumer Price Index of the Bureau of Labor Sta- 
tistics is a statistical measure of changes in prices of the 
goods and services bought by families of city wage earners 
and clerical workers. It measures only changes in prices: 
it tells nothing about changes in the kinds and amounts 
of goods and services families buy, or the total amount 
families spend for living. or the differences in living costs 
in different places. 

The index is concerned with prices. These are the retail 
prices of foods, clothing, house furnishings, fuel, and other 
goods: the fees paid to doctors and dentists; prices in 
barber shops and other service establishments; rents: 
rates charged for transportation, electricity, gas, and other 
utilities; and so on. 

The “market basket” of goods and services priced for 
the index is representative of the goods and services bought 
by urban wage-earner and clerical-worker families. These 
are families of two or more persons living in the 3,000 
towns, cities, and suburbs of the United States, ranging in 
population from small cities of 2,500 people to New York 
City. The heads of these families are wage earners or sal- 
aried clerical workers, including craftsmen, factory work- 
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ers, laborers, clerks, sales and service workers (except 
domestic service workers). 

The “index market basket” is an estimate of the goods 
and services bought by this group of the population in 1952 
to use, replace, and add to their possessions, to keep up 
their 1952 level of living. Wage-earner, clerical-worker 
families are “moderate-income” families; thus, the “index 
market basket” does not reflect purchases of families at the 
lowest and highest extremes of the income scale. 

The index is concerned with change in prices. It meas- 
ures the effect of price changes on the cost of the goods and 
services in the “market basket.” The content of the “mar- 
ket basket”—that is, the quantities and qualities of goods 
and services that represent what families bought in 1952— 
is assumed to remain the same, so that the change in cost 
from month to month is the result of changes in prices. If 
families buy poorer or better things, or buy more or less 
than they bought in 1952, the index does not undertake to 
measure the change in their spending that results from 
these changes in their level of living; it measures only the 
change in spending caused by changes in prices. 

Price changes are expressed in percentage terms, and the 
per cent changes for various goods and services averaged 
and compared to some past period. The resulting index 
number is the measure of price change from that past per- 
iod to any later date. Thus, if we take the cost of the “mar- 
ket basket” at the earlier reference date as equal to 100, 
the index for the later date measures, in percentage terms, 
how much the cost of the same “market basket” has 
changed. An index of 110 means a 10 per cent increase; an 
index of 90 means a 10 per cent decrease. 

Through December 1952, the index was calculated using 
as a base the average of the five years 1935-39—100. It 
has been changed to the base of 1947-49=100 to cor- 
respond to other indexes published by the government. 

To determine what goods and services wage-earner and 
clerical-worker families buy, the bureau made a survey of 
consumer expenditures in 1950. The representative sample 
of cities in this survey included all of the twelve largest 
urban areas with populations of over 1,000,000 people, and 
a sample of large, medium-sized, and small cities. The cities 
for the sample were selected to represent different kinds 
of cities, taking into account city characteristics which af- 
fect the way families spend their money. The most import- 
ant characteristics were (1) size, (2) climate, (3) density 
of the population, and (4) level of income in the commun- 
ity. After all cities were grouped in this way, 97 were 
selected to represent all types of cities in the United States. 

In each city the bureau selected a representative sample 
of families. A bureau interviewer visited and interviewed 
each sample family and obtained a complete record of the 
kinds, qualities, and amounts of foods, clothing, furniture, 
and all other goods and services the family bought in 1950, 
and of how much was spent for each item. Then the family 
records for all wage-earner and clerical-worker families 
were averaged together for each city. Since the records 
were for the year 1950, these averages had to be adjusted 
for changes between 1950 and 1952, to determine the “mar- 
ket basket” representative of the year 1952—the basic 
“index market basket.” 


The bureau has been calculating the Consumer Price 
Index for nearly four decades. The first “index market bas- 
ket” was based on a survey of expenditures by consumers 
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in 1918. Because people’s buying habits changed, a new 
study and a new “market basket” were made for the years 
1934-36. During World War II, when many things were 
scarce and goods were rationed, the “market basket” was 
adjusted to reflect these changes; and again in 1950 t 
bureau estimated the effect of postwar changes. The 195z 
“market basket” represents the latest revision and brings 
the index up to date in terms of current buying. It includes 
such items as TV sets and frozen foods that were not a part 
of our living pattern a few years ago. 

In 1950 and 1951 the bureau priced and studied the 
price changes of hundreds of items. Using this information 
and extensive price records of the past, the bureau selected 
about 300 items, which together can be used to estimate 
the average change in prices of all items in the “market 
basket.” Among these items are all the goods and services 
that are of outstanding importance in family purchases, 
so that the priced items in themselves represent the greater 
part of family spending. 

From the 97 cities covered by the expenditures surveys, 
the bureau selected a representative sample of 46 cities in 
which prices are collected: the 12 largest, 9 other large 
cities, 9 medium-sized cities, and 16 small cities. In each 
city, the bureau selected a list of stores and all other types 
of establishments where families of wage and salary work- 
ers buy goods and services. This list includes representa- 
tive chain stores, independent stores, department. and 
specialty stores. Prices reported by these stores are aver- 
aged together for each city to determine average price 
changes. Where people do more buying in independent 
stores, independent store prices are given more importance 
in the average; where they do more buying in chain stores 
chain-store prices are given more importance. Period 
checks are made to see that the sample of stores in each 
city is kept representative. 

All of the information on family spending and price 
changes described above is put together by a standard sta- 
tistical formula to calculate the Consumer Price Index. 
First, each item is given an importance in the index calcu- 
lation equal to its importance in family spending. If fami- 
lies spend ten times as much on Item A as they do on Item 
B, then a change in the price of Item A will have ten times 
as great an effect on total family spending as an equal 
change in the price of Item B. The importance given to 
each item is called its index weight. Based on their im- 
portance in 1952 expenditures, the 87 food items priced 
for the index carried about 30 per cent of total weight. 
and the 78 apparel items about 10 per cent. The average 
price change on all foods therefore has about three times as 
much influence in the index as the average price change on 
all apparel. There is a set of index weights for each of the 
46 cities included in the index, based on expenditures in 
that and similar cities. 

Each time prices are collected in a city, they are com- 
pared with prices obtained during the preceding visit, and 
the percentage change in the price of each item is calcu- 
lated. The problem for the index calculation is to put these 
price changes together to find out what happened to prices 
on the average. To do this, each price change is applied to 
its index weight to determine how much the price chang 
affected total family expenditures. 9 


After calculations are made for all food items in the in- 
dex, and the expenditure weights added and compared, the 
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results measure the average price change on all foods, and 
an index number for foods is calculated. Similar calcula- 
tions are made for apparel, medical care, and all other 
roups of items. 
When the expenditure weights for groups of items have 
en calculated, the total expenditure weights are com- 
bined for all cities and compared, to determine how price 
changes affected all United States urban wage-earner and 
clerical-worker families. In combining the cities, each city 
is given an importance or weight proportionate to the 
wage-earner and clerical-worker population it represents 
in the index. 
The index possesses certain limitations. The principal 
ones are: 


(1) Limitations of measurement: The Consumer Price 
Index is not an exact measurement. It is subject to the 
many kinds of limitations that are always present in statis- 
tical calculations. In the language of the statistician these 


limitations are called “errors.” This should not be inter- 
preted to mean that they are mistakes. The bureau makes 
every effort, within the resources allotted to it, to keep the 
total effect of these “errors” to a minimum, and continually 
studies the nature of the “errors” and looks for ways to 
improve the index. 


(2) Limitations in using the Consumer Price Index: 
The Consumer Price Index is calculated specifically to 
measure the average change in prices of goods and services 
bought by urban wage-earner and clerical-worker families. 
Consequently, it must be used carefully when it is used for 
other purposes. The index represents all wage-earner and 
clerical-worker families, but not necessarily any one fam- 
ily or small groups of families. There are limitations on 
the application of the index to very low or very high in- 
come groups, to elderly couples, to single workers, or to 
other groups whose level or manner of living and spending 
are different from the average of all worker families. 





PORTLAND FOOD PRICES—JANUARY 1953 


Portland food prices in January 1953 appear to have moved 
slightly upward. This conclusion is based upon the computation of 
average food prices made by the University of Oregon’s Bureau of 
Business Research, using data supplied by the Bureau of Labor 
Statistics. Of the 55 food items for which comparisons can be made 
between December 10, 1952 and January 15, 1953, 22 were higher, 





- -—In Cents — 

Average Change Jan. Range 
Jan. 15 from Last -—of Prices—~ 
1953 Month High Low 


EREALS & Bakery Provucts: 
ereals: 
Flour, wheat (5 lbs.) 53.8 i 60 51 
y 7 9 


Corn flakes (12 oz.) : 21. ' ; 21 
Corn meal (lb.) 
Rice (lb.) 
Rolled oats (20 oz.) 
Biscuit mix (20 oz.) 
Bakery products: 
Bread, white per loaf (lb.) 
Vanilla cookies (7 oz.) 
Soda crackers (lb.) 
Meats, Pouttry & Fisn: 
Meats: 
Beef: 
Round steak (Ib.) 
Rib roast (lb.) 
Chuck roast (lb.) 
Frankfurters (lb.) 
Hamburger (lb.) 
Veal: 
Cutlets (lb.) 
Pork: 
Chops (lb.) 
Bacon, sliced (lb.) 
Ham, whole (lb.) 
Lunch meat, canned (12 oz.) 
Lamb: 
Leg (\b.) 
Poultry: 
Fryers, N.Y. dr. (lb.) 
Fish: 
Salmon, canned (lb.) 
Salmon, fresh (lb.) 
Halibut, fresh (lb.) 
Tuna, canned (7 oz.) 
Dairy Propucts: 
Butter (lb.) 
Cheese, Amer. proc. (lb.) 
Milk: 
Fresh, delivered (qt.) 
Fresh, grocery (qt.) 
Evaporated (14% oz. can) 
Ice cream (pt.) 
Eccs, Fresh (doz.) 
uirs & VeceTABLes: 
rozen: 
Strawberries, sl. (12 oz.) 
Orange juice, cone. (6 oz.) 
Peas (12 oz.) 


Green beans (10 oz.) 


January 1953 





Commodity and Unit 


19 lower, and 14 unchanged. Beef, poultry, coffee, and some fruits 
and vegetables declined in price. Slight increases were recorded 
for staples, pork, and some fruits and vegetables. Eighteen addi- 
tional food items were priced in January because of a revision of 
the Bureau of Labor Statistics’ Consumers’ Price Index which went 
into effect January 1. 
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dverage Change Jan. Range 
Jan. 15 from Last -—of Prices~ 
1953 Month High Low 


Commodity and Unit 


Fruirs & VecerasLes (cont.): 
Fresh: 

Apples (lb.) 
Bananas (lb.) 
Oranges (size 200, doz.) 
Beans, green (lb.) 
Cabbage (lb.) 
Carrots (bunch) 
Lettuce (head) 
Onions, yellow (lb.) 
Potatoes, white (15 lb.) 
Sweet potatoes (Ib.) 
Tomatoes (lb.) 
Grapefruit (each) 
Celery 
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Canned: 
Peaches (no. 2% can) 
Pineapple (no. 2% can) 
Orange juice (46 oz.) 
Fruit cocktail (no. 2% can) 
Beans with pork (16 oz.) 
Corn, cream style (no. 303 can) 
Tomatoes (no. 2% can) 
Peas (no. 303 can) 
Vegetable soup (11 oz.) 
Baby foods (444-4 % oz.) 
Dried: 
Prunes (lb.) 
Navy beans (Ib.) 
BeveRAGcEs: 
Coffee (lb.) . 
Tea (1% lb. pkg.) 
Cola drink (6 bottles). 
Fars & Ows: 
Lard (lb.) ’ : 
Shortening, hydrog. (lb.) 
Salad dressing (pt.) 
Margarine, colored (lb.) 
Peanut butter (lb.) 
Sucarn & Sweets: 
Sugar (5 lb.). 
Corn syrup (24 oz.) 
Grape jelly (12 oz. jar) 
Chocolate bar (1 oz.) 
MISCELLANEOUS: 
Gherkins (7% oz.) 
Catsup (14 oz.) 
Gelatin dessert (pkg.) 
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* Not priced previous month. 


+ Insufficient number of quotations to obtain reliable average price. 





CURRENT BUSINESS TRENDS IN OREGON 


Employment. During December 1952 there were 451,100 non- 
agricultural workers employed in Oregon as compared to 454,000 
in December 1951 and 456,500 in November 1952. The number of 
lumber and logging workers was 5,400 lower than in December 1951, 
construction was off 2,900, and canning was down 500. On the other 
hand, wholesale and retail trade was up nearly 1,000, government 
employment was 1,600 higher, and service and utilities 2,400 higher. 
It is worth noting that the trend in the entire Pacific Northwest 
during recent years has been for jobs to remain more or less con- 
stant in number and for population to rise. 


Department-Store Sales. Portland department-store sales were 
sharply higher for the 1952 holiday season than for the 1951 season. 
Changes in the dollar volume of sales, compared with the same per- 
iod a year ago, are given below for Portland and other Pacific 
Coast cities: 

Week Ending 
Jan. 10, 1953 
Portland + 
Los Angeles + 
San Diego 
San Francisco-Oakland Area 
Seattle 
Spokane 
United States 


4 Weeks Ending 
Jan. 10, 1953 
9 


+12 
+13 


| 
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+ 


VnNnNous O 


+ 


+17 
+21 
+13 


Sales of Motor Vehicle Fuel. In November 1952, 43,113,428 
gallons of motor-vehicle fuel subject to state tax were sold in Ore- 


gon. The previous month’s sales were 49,356,925 gallons, and those 
of November 1951 were 40,940,208 gallons. 


| + 


Multnomah County Real-Estate Transaction. During De- 
cember 1952 there were 1,261 real-estate sales amounting to $10.- 
711,906 in Multnomah County. Of these, 945 involved residences, 
the total sales price of which was $8,482,282; 285 were sales va- 


cant properties, $1,190,799; and 31 were sales of business proper- 
ties, $1,038,825. Additional figures are: 


Dec. 1952 Nov, 1952 Dec. 
Number of sales 1,261 1,091 : 
Value of sales $10,711,906 $8,283,077 $8,042,098 
Number of mortgages 1,052 1,027 873 
Amount loaned $7,854,443 $7,146,877 $7,128,820 
Number of sheriff's deeds 5 0 1 
Amount of sheriff's deeds $32,132 0 538 
Average residential sales price $8,976 $8,482 $9,144 

1953 Outlook for the Pacific Northwest. The January issue 
of Pacific Northwest Industry (University of Washington Bureau 
of Business Research) contains articles about the 1953 business out- 
look for Washington, Oregon, western Montana, and British Co- 
lumbia. The Oregon discussion is essentially the same as that 
published in the December 1952 issue of the Oregon Business Re- 
view. The Washington forecast may be summed up in the following 
quotation: “The 1953 outlook for Washington is for a continuation 
of the high level of business activity recorded in 1952. There are 
no indications of a further marked upswing, neither are there any 
signs of serious recession.” 

The outlook for western Montana is stated thus: “If there are no 
changes in the national economy, Western Montana can expect a 
good year in 1953. The adjustment in livestock prices should be 
over unless there is a serious depression. The products of our sec- 
tion are basic raw materials. They should be in good demand. Under 
a stabilized economy, profits should increase slightly.” 

The outlook for British Columbia is relatively better than for that 
part of the Pacific Northwest south of the forty-ninth parallel. “The 
remarkable industrial growth experienced by British Columbia dur- 
ing the past decade continues at such a pace that a record-break- 
ing 1953 seems assured.” 


BANK DEBITS 


Bank debits represent the dollar value of the checks drawn against individual deposits. Payment for approximately 90 per cent of all goods, property, and services is by 
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check. Bank debits are regarded as indicators of the general trend of business, though their value for this purpose may be impaired by substantia! changes in the level 
prices. The Bureau of Business Research collects bank debits from 122 banks and branches monthly. On occasion, the totals for the same month in different issues of 


Review are not directly comparable because of necessary adjustments in basic data. 


Marketing Districts 
Oregon a 


Portland (Portland, Hillsboro, Oregon City, etc.) 
Lower Willamette Valley (Salem, McMinnville, etc.) 
Upper Willamette Valley (Albany, Corvallis, Eugene, etc.) 
North Oregon Coast (Astoria, Tillamook, etc.) 
Douglas, Coos, Curry counties 

Southern Oregon (Ashland, Medford, Grants Pass) 
Upper Columbia River (The Dalles, Hood River, etc.) 
Pendleton area 

Central Oregon (Bend, Prineville, Redmond) 
Klamath Falls, Lakeview area 

Baker, La Grande area 

Burns, Ontario, Nyssa 


Number 
of Banks 
Reporting 


Debits 
Dec. 1952 Nov. 1952 


114 $1,360,604,632 $1,270,351,680 
34 862,881,499 772,003,104 


Debits Debits Dec. 1952 Compared with 


Dec. 1951 Nov. 1952 Dec. 1951 
$1 ,280,380,180 + 7.1 + 6.3 
23,358,289 +11.8 + 4.8 


15 96,879,219 


122,971,013 
21,789,415 
15,898,177 
61.218,162 
26.807 ,768 
26,820,189 
25,333,099 
32,650,129 
18,791,345 
18,564,017 


BUILDING PERMITS 


115,918,699 
116,130,470 
20,775,796 
41,051,293 
56,997 ,788 
22,595,418 
28,520,976 
25,932,081 
35,326,544 
20,008,555 
15,090,956 


86,917,475 
118,562,003 
22,598,629 
10,670,486 
19,735,124 
22,822,155 
27,201,688 
22,465,117 
31,031,676 
18,219,735 
16,797 ,803 


—16.4 
+ 5.9 
+ 4.6 
+11.8 
+ 7.4 
+-18.6 
— 6.0 
— 2.3 
— 7.6 
— 6.1 
+23.0 


+11.: 
+ 3. 
— 3. 
+12.9 
23.1 
+17.5 
— 1.4 
+12.8 
2 

l 

5 


5. 
3. 
0. 


-+- 
+ 
+ 


Building permits give an indication of building operations planned rather than actual construction under way. Care must be taken, in interpreting these data, to allow 
for the lag which may elapse between the issuance of the permit and the beginning of actual construction. The data have been collected by the Bureau of Business Research. 


Albany 
Astoria 
Baker 

Bend 

Coos Bay 
Corvallis 
Eugene 
Grants Pass 
Klamath Falls 
La Grande 
North Bend 
Oregon City 
Pendleton 
Portland 
Roseburg 
Springfield 


23 other communities 


0 


8 


New 
Residential 
Dec. 1952 

$ 
11.000 


16,000 
30,000 
50,500 
51,000 
144,900 


19,300 
16,500 

98 860 
1,236,650 
13,000 
11.657 
228,250 


$1,987,557 


New Non- 
residential 
Dec. 1952 
$ 2,000 

3.700 


6,855 
287 500 
11,400 
53,075 
1,850 
4,000 
2,700 
750 
10,000 
800 
586,060 
100 
133,168 
40,750 


$1,145,008 


Additions, 
Alterations 
& Repairs 
Dec, 1952 
$ 26,100 
8,150 
5,900 
3,050 
191,600 
7,250 
2,815 

000 

475 

B45 

.250 

2,800 

,400 


.765 
2,960 
83,774 


$1,004,199 


Totals 
Dec. 1952 
$ 28,100 
22,850 
5,900 
55,905 
509,100 
69,150 
126,890 
163,750 
13,475 
1,545 
24,300 
29,300 
101,000 
2,409,775 
$2,165 
177.785 


352,774 


$4,136,764 


T otals 
Nov, 1952 
$ 21,000 
29,281 
7,850 
73,210 
95,738 
85,800 
197 ,805 
67.260 
51,700 
3,580 
74,175 
24,250 
36,150 
2.966.395 
72,595 
113,677 


$35,425 


$4,355,891 


Totals 
Dec. 1951 
$ 16,500 

27,494 
4,800 
12,200 
32,825 
59,405 
182,482 
63,835 
16,215 
1,150 
34,165 
500 
70,875 


3,661, 
19 
113, 


420,970 


$4,737,931 
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